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STAFF REPORT CITY OF OCEANSIDE

DATE: September 14, 2011
TO: Honorable Mayor and City Councilmembers
FROM: City Treasurer's Office

SUBJECT: PRESENTATION OF TREASURER'S REPORT — QUARTER AND YEAR
ENDED JUNE 30, 2011

SYNOPSIS
The Treasurer's Report provides general information to Council regarding the status of the

City's investment portfolio. As its purpose is informational in nature, no action by Council
is required on the report.

BACKGROUND
Since 1994, the City Treasurer has been making quarterly report presentations to City

Council regarding the status of the investment portfolio. The last report was for the quarter
ended March 31, 2011.

ANALYSIS

The quarterly Treasurer's report is intended to provide an awareness of the activity and
performance of the City's investment portfolio. The goal of the Treasurer's office is to
make investments in conformance with the investment policy adopted by the City Council.

REVIEW OF QUARTER AND YEAR ENDED JUNE 30, 2011

For the quarter and year ended June 30, 2011, the City’s portfolio had a book value of
$191,844,476.00 (book value is the cost of the security plus any amortization or accretion
of premiums or discounts). The average yield to maturity of the portfolio was 1.405%,
which has generated fiscal year 2010-2011 accrued earnings of $2,873,659.14.



&)

The following table provides a rolling 12-month comparison of the portfolio by quarter.

City of Oceanside
Portfolio Comparison
Rolling 12-Month Quarterly Comparison

June 30, 2011 | Mar 31,2011 | Dec 31,2010 | Sept 30, 2010
Book Value $191,844,476.00 | $169,423,548.53 | $159,713,352.37 | $144,296,201.87
Market Value $192,227,769.37 | $168,566,701.90 | $159,451,226.79 | $145,412,990.83
Unrealized Gain/(Loss) | $383,293.37 $(856,846.63) $(262,125.58) $1,116,778.96
Unrealized Gain/(Loss)
as a % of Book Value 0.20% (0.51%) (0.16)% 0.77%
Average Yield to
Maturity 1.405% 1.661% 1.797% 1.743%
Liquidity O — 6 months 16.85% 16.53% 20.74% 34.39%
Average Days to
Maturity 959 (2.63 years) 1,035 (2.84 years) | 1,022 (2.88 years) | 722 (1.98 years)
Quarterly Earnings $699,103.10 $703,993.39 $767,321.11 $703,241.54
Qtr Capital Gain/(Loss) | $4,510.17 $0.00 $111,525.98 $500.00

The most notable change in the investment portfolio is the increase in portfolio par value of
$22.4 million since the previous quarter's end. The receipt of the second installment
property taxes in April and the triple-flip payments (sales tax and vehicle license fee in-lieu
payments) in May were the overall contributing factors to the increase in par value.
Portfolio yield to maturity declined 25 basis points (0.25%); the largest quarter over quarter
drop during the fiscal year, as securities with coupons greater than 2.00% matured or were
called away and replaced with securities with significantly lower coupons. Unrealized
gains and losses continue to fluctuate along with the bond market volatility experienced
during the fiscal year.

The following is a year-end portfolio comparison of June 30, 2011, to June 30, 2010.

June 30, 2011 June 30, 2010
Book Value $191,844,476.00 | $165,299,594.88
Market Value $192,227,769.37 | $166,651,933.26
Unrealized Gains/(Losses) | $383,293.37 $1,352,338.38
Average YTM 1.405% 1.850%
Liquidity O — 6 months 16.85% 24.95%
Average DTM 959 (2.63 years) | 834 (2.29 years)
FY YTD Earnings $2,873,659.14 $3,886,518.50
FY YTD Capital Gains/(Losses) | $116,536.15 $118,329.35

The par value of the City’s investment portfolio increased by $26.5 million during the fiscal
year, however, due to the bond market remaining in a low interest rate environment, the
yield to maturity decreased by 45 basis points, or 0.45% (1.405% at 6/30/11 versus 1.85%
at 6/30/10). The continued decline in portfolio yield was expected as the reinvestment of
called securities and the investment of new revenues was consummated in an interest rate



environment that has declined since the credit crisis of 2008. The average days to
maturity was extended during the fiscal year in an effort to maintain a market rate of retum
on the portfolio without increasing exposure to liquidity and price risk in the event that
interest rates increased sharply.

During the first half of the fiscal year, interest rates slowly declined as market investors
tried to decipher whether the U.S. economy was entering into a double-dip recession
and a deflationary environment, or merely continuing with sluggish growth and low
inflation. However, interest rates rose in November due to evidence of economic
strength and revised forecasts for future economic growth. At the beginning of the
second half of the fiscal year, rates increased again as more economic indicators
supported evidence for an improved economy. However, unrest in the Middle East and
North Africa, combined with higher oil prices and the Japanese earthquake, prompted a
rally in March, leading to lower interest rates from the highs posted earlier in the quarter.
In final quarter of the fiscal year, interest rates reversed course as weaker than
expected economic data was released, especially in the labor and housing markets.
This renewed speculation that the country could be entering into another recession.
Other factors contributing to the decline in rates included the continued flight to quality
from the equity markets (due to the unrest abroad) and resurfaced concemns over the
European sovereign debt crisis.

The Federal Open Market Committee (FOMC) continued its accommodative monetary
position during the fiscal year, leaving the Fed Funds rate at a range of 0% to 0.25%.
The Federal Reserve (Fed) also began a second round of purchasing Treasury
securities in the open market, keeping interest rates low in an effort to stimulate the
economy. The Fed concluded its purchase program in June and will continue to
reinvest principal and interest payments from its securities portfolio. The Fed is not
expected to increase the Fed Funds rate any time in the near future.

FISCAL IMPACT

Fiscal Year 2010-2011 eamings were $2,873,659.14, which is a decrease of $992,859.36
from Fiscal Year 2009-2010. The City’s General Fund eamed $988,665.00 for Fiscal Year
2010-11. The following table provides the eamings distribution according to major fund
categories:

INVESTMENT EARNINGS BY FUND
FY 2010-2011 as of 6/30/11

— EYTD
Fund Name g::'? BAa‘::::gees Invest_ment
Earnings
General Fund $56,621,999 $988,665
Special Revenue Funds — Police 1,306,689 18,602
Special Revenue Funds — Transportation 2,260,664 40,902




Lighting and Landscape Districts 1,033,223 14,475
CDC - Housing 8,423,245 127,325
CDC - Redevelopment 10,495,682 139,665
Community Facilities/Special Districts 4,563,538 62,140
Development Impact Fee Funds 31,781,014 453,331
Water Funds 37,109,030 502,811
Sewer Funds 6,507,654 88,591
Airport Funds 249,605 1,269
Harbor Fund 4,726,045 63,287
Trust Funds 718,163 10,176
Interest Allocated Through 6/30/11 $2,511,239
Banking/Investment Expenses 425,843
Earnings Allocation Adjustments (63,423)
Year to Date Totals as of 6/30/11 $165,796,551 $2,873,659

The General Fund category includes cash balances from internal service and special
funds that are consolidated for purposes of calculating investment earnings. The
following table provides the detail of the composition of the General Fund category in
the previous table.

COMPOSITION OF GENERAL FUND
AVERAGE CASH BALANCES
FY 2010-2011 as of 6/30/11

FYTD Average
RincName Cash Balancges
General Fund $11,304,583
Grants 100,455
City Debt Service Fund (1,606,801)
General Fund Community Facilities CIP 3,898,037
Solid Waste Fund 5,039,810
Internal Service Funds 31,146,965
Trust Funds 6,843,715
Other Unrestricted Funds (104,765)
Year to Date Totals as of 6/30/11 $56,621,999

City banking and investment expenses are charged on a pro rata basis to all funds that
have invested cash balances. Banking and investment expenses totaled $425,842.87
for Fiscal Year 2010-2011. The banking and investment expense breakdown is shown
in the following table:



BANKING AND INVESTMENT EXPENSES

FY 2010-2011 as of 6/30/11

FYTD Expenses
EXpenge Type as of 6/2?)/11
Banking Expenses
Armored Carrier 32,283
Bank Fees. 92,830
Bank Supplies 5,105
Check Stock 7,610
Merchant Services 241,263
Investment Expenses
Bloomberg System 30,698
Custody and Safekeeping 11,495
Investment Software Maintenance 4,559
Total Banking and Investment Expenses $425,843

COMMISSION/COMMITTEE REPORT

The Investment Oversight Committee reviewed the quarter and year ended report for June
30, 2011, at its August 9, 2011, regular meeting, and concurs with its contents. The
Committee confirms that the investments are in compliance with the California State Code
and the City's adopted investment policy, and that the portfolio is managed in a

satisfactory manner.

CITY ATTORNEY’S ANALYSIS

City Attomey analysis does not apply.




RECOMMENDATION

Staff recommends that the City Council accept the Treasurers Report for the quarter
and year ended June 30, 2011.

PREPARED BY:

Michele C. Lund, CCMT
Treasury Manager

Attachments: Treasurer's Quarter and Year End Report — June 30, 2011
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